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fiscal 2007, Sonic reached new heights with momentum that
s characterized our business for some time.

One of the most significant accomplishments of
the past year is reflected in our strong same-
store sales trends, as we ended 2007 with a 3.1%
increase. This marks 21 straight years of
positive same-store sales for the Sonic system,
an especially noteworthy achievement in an
industry where many competitors proclaim
higher same-store sales streaks in terms of
months or quarters.

Propelled by robust same-store sales
growth during the year and particularly
strong sales in new markets, Sonic
reported solid top- and bottom-line
growth in fiscal 2007. Total revenues for
the year reached $770.5 million, 1%
ahead of $693.3 million in fiscal 2006. This
translated into net income per diluted share
of $0.96, excluding the $0.05 per share impact
of debt extinguishment charges during the
year, for an increase of 9% versus $0.88 in fiscal
2006. There are many factors that contribute to
these solid results, all part of our multi-layered
strategies designed to please customers,
franchisees and stockholders.

The most notable of these layers includes the
steady expansion of our chain in new and
existing markets. We opened 175 new drive-ins
in fiscal 2007, entered into five new states in the
past two years and opened more than 900 drive-
ins over the last five years. This growth
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continues to transform Sonic from a regional
chain to a national one as we have experienced
increasing success well north of the boundaries
of our traditional Sunbeit states.

Part and parcel of this growth story are new
franchisees and the projected development
pipeline of new drive-ins. At fiscal year end, we
had in place 173 area development agreements
calling for the development of 908 drive-ins over
the next seven years. This represents an increase
of 332 drive-ins under commitment versus a year
ago. This new development is partially a by-
product of a growing awareness of our brand
through national cable advertising over the last
five years, which has paid dividends in many
aspects of our business.

Increased advertising - up 20% to $175 million
in 2007 - also has provided a strong voice for
our message to consumers in existing and new
markets. These expenditures offer critical
support for one of our key objectives, driving
sales during alternative day parts such as
afternoon and evening, and integrate closely
with our efforts to capitalize on our distinctly
different brand promise of unique, made-when-
you-order food and fun Carhop service. In turn,
these expenditures communicate a steady diet of
new product news for customers that keeps us
relevant to their preferences and results in
unparalleled choice within the QSR industry.



Our drive-in level retrofit program also
contributes to the freshness of our brand and the
growth of our sales. The last similar program,
finished in the late 1990s, provided a significant
boost to same-store sales, and with more than
600 retrofits complete — 499 in fiscal 2007 - we
expect this program to create comparable
excitement for Sonic over a number of years.

These multi-layered growth strategies have
translated not only into direct benefits for our
company and its stockholders through top-line
growth and higher earnings, but they have also
continued to benefit our franchisees through
increasing average unit volumes and drive-in
level profits. These franchisee benefits are
powerful incentives for future expansion,
resulting in a healthy development pipeline.
They also are among the many reasons why a
June 2007 franchisee survey of 18 leading QSR
brands gave Sonic top franchisor scores — for the
second consecutive year.

As you know, we customarily have taken
advantage of our strong balance sheet and cash
flows to repurchase our common stock as part of
our capital management strategy and to
enhance earnings per share growth. Fiscal 2007
was no exception to this practice as we
accelerated those efforts by repurchasing more
than 25 million shares, valued at $578 million
and representing approximately 30% of our
cutstanding stock at the beginning of fiscal 2007.

In closing, | believe it is appropriate to come
back to the concept of our multi-layered growth
strategies. As you "drill down” through the
various layers that drive our business and see
how each relates to and reinforces the others,
it's easy to see that their importance lies not just
in what they have meant for Sonic's past success,
but also the potential they hold for extending
that success into the future. | find it gratifying
to know that we have so many ways to grow our
business, and it's exciting to anticipate how
these layers will continue to generate added
momentum for our operations for years to come.

Sincerely,

Gk hdbon

Clifford Hudson
Chairman, Chief Executive Officer and President




Go West,
Ting and Patrick Volimer of the Clarus Group are spearheading Sonic's expansion

into eastern Washington State and now own and operate two drive-ins in
Spokane, Washington, and Post Falls, Idaho.
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drive-in stalls for superb car-side services or *-
-taking‘advantage of ‘our increasinguse of drive-
‘thru lanes, diners can all agree on one thing:

mo:_n :mm 832:5@ for m<mﬂ<o:m._

mﬂm:_:n.s,.;: signature:menu items like moan.m._
legendary Cherry Limeade,.our famous Extra-
‘Long Chili Cheese Coney or delicious Tater Tots,
‘the selection is seemingly endless. and extends
‘well beyond the typical fast-food bill of fare.” -
Our menu's unmatched variety. allows customers
.8 ncﬂo_,:_Nm <§cm=<.m:< oam_..ﬁo..mc: m:< ]

zo n_.o_u_m._.:_ Would you like to.add.rea! :.c_:o

that shake oq_maoo.ﬂ:_mu Done! .._.:m.*mn isiwe. i

3 a_mno<mq_.5m: next .__*m<o:ﬂm

We also omm.. our. :.___ menu .m_._ﬁ._:._m,..mo no:
matter whether it's a craving for a gmmimﬂ
burrito as a late-night snack or.a _

cheeseburger to start the day; Sonic satisfies

“Adding to Sonic's'abundant menu:choices; our

v,

Pay-At-Your-Stall program %><$_,__m_ﬁm.2m83ma

" use a variety of credit cards, or'the My SONIC® -

Card, 2 ﬂo,.ma.tm_cmfﬂm_,o,mnmc_m.,nma_..,ﬂo.n..m<m:_

. from Cheesecake Bites'and
“'Raspberry Smoothies to Spicy -
- Southwest Breakfast Burritos, it's

no wonder that Sonic's sales soar-

- to new levels each year. We keep ~'

that momentum going with new "
product news, backed in 2007 by -

.- $175 million in'system marketing . -
funds, increasing to $190 millionin -

fiscal: 2008, that continually highlights_
our'great menu selections and limited ,

“time offers.” With'these strategies, we

not only drive new sales records - :mm1<

" doubling system sales in the last eight

years - Sonic also continues to buil
distinctive brand m30:o its. _o<m; :
customers.
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In the hectic restaurant business, it's easy to
become preoccupied with sales growth during
traditional meal times like lunch and dinner. As
we have tearned, you also can capitalize on the
efficiencies and opportunities of balancing sales
growth throughout the day to improve overall
profitability.

The introduction of our Frozen Favoritese treats
and Fountain Favoritess drinks in the mid-1990s
was the genesis of our current day part strategy,
providing an extensive selection of
menu items that played to an

Nighttime. Daytime.
>3<d3m Is Sonic time.

emerging consumer preference for snacking
outside of the lunch and dinner hours. Later, we
launched breakfast fare to build our presence in
the morning day part, and we've continued to
emphasize our distinctive drink selection as Your
Ultimate Drink Stope, offering 168,894 different
tlavor combinations to suit any taste, any time.
Add to this the full-day availability of our entire
menu, plus extended evening hours in summer
months, and you have an operational platform
that runs more efficiently, streamlines labor
scheduling and creates sales opportunities
during both on- and off-peak hours.

The balance Sonic has developed in its
operations with this approach is evident. While
about 71% of QSR sales are concentrated in the
lunch and dinner day parts, we derive only 51%
of our sales from these periods. The other half
is dispersed among afternoon, after-dinner and
morning hours. [If timing is everything, then
using these strategies to encourage sales
throughout the day will mean more of
"everything" as we build sales and profits for
our partners and franchisees, and improve
returns for our stockholders.

‘With: *m.ﬂ. nm}o_u m@hsnm m:Q growing: Q:<m-§E nmumc_ dmm mo_.:n +cm_m

rmqm it :mnnma The Emm:ﬁ m_._:n: 9ﬂ 05 :mE b_.mBEB Smﬁ




m:< H:_:x of woz_n as ﬁrm.Somd - -1 :Waorking closely with our franchisees, we . also has u_d<m3 to Um a. mo__a mm_mm-

tferentiated Uﬂm:a_akomm..m:aém._.:m<m.am<m_onm.am._.mﬁomﬂv.mn_»mmm.ﬁo_.. Q:s:mm:mﬂmmsoclmm.ﬁn..omqma
ant to keep it that.way. Despite a "' ... update the look of our older drive-ins, - completed inthe late 1990s paid off-
os\ama_rm_n_ of no_jnm:ﬂoa who ﬂQ.,ﬁo... - ‘while.preserving what has made Sonic. *- v nicely. with sustained same-store- mm_mm
iulate our success.and m<o_<_:m o . 7so'successful. The retrofit package - = mﬂos.ﬁr..._ We believe our.new program-_
_E:Bmﬂuﬂm,ﬂmﬂm:nmm, we continually * °; ' refreshes Sonic's "curb" appeal.witha .. -will _U3<_Qm the same kind of boost o<m.ﬂ L
plement strategies for staying fresh in - - distinctive new tower, improved menu - the next several years as'it'is fully -
m minds:of consumers.: We.strive to " rocm_zmm. LED signage and a significantly implemented - offering :m_mrﬂmsmn_.. N
ake Sonic the Soﬂ._o,\ma restaurant.. “enhanced patio area. Optional drive-- . appeal to.our customers'while assuring.
and in America. ‘This same passiof, - : .ﬁrqc,_m:mu.m_mo figure prominently in our ~ " a Sonic experience they have: come 1
pplies to the look of our drive-ins, for - new drive-in design, a feature thatis - know and m:_0< . _ ,
e recognize this too must.evolve over increasingly essential as we expand to
1e:to ensure Sonic's legacy asthe = - colder-weather markets and that gives - .
pstination for fun S .+ . us greater flexibility. to extend oumqm::m
. - hours where practical. We've also
" ‘added new energy-efficient lighting
that enhances the visual interest of
--our drive-ins ‘after dusk and

reduces operating costs. - -

. .

It's easy to see that these
... exterior changes fit logically
" with other efforts to build our
brand, highlighting the unique
.. dining experience that can-be

3::& o:_< at mo:_n._ : .?m _.m:o,ﬂ;

. mc..u:us m:n nm_.m:.
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enues (in millions)

447  $536  $623  $693  $770

2003 2004 2005 2006 2007

Multi-Layered Strategies Drive

n System-wide
ore Sales

0.3% 6.5% 6.0% 4.5% 3.1%

2003 2004 2005 2006 2007

Net Income Per Diluted Share’

T 2002-2005 results have been
adjusted to implement $FAS
123R on a modified
retrospective basis.

Excludes $0.05 in special items
associsted with Sonic's tender
offer and subseguent

financing activities.

‘ $0.46 $0.52 $0.63 $0.75 $0.88 $0.96

2002 2003 2004 2005 2006 20072

System-wide Average
Sales Per Drive-In (in thousands)

$906 5907 5964 51,023 $1,070¢ 51,109

2002 2003 2004 2005 2006 2007

Pg. 13

Drive-Ins System-wide

2,533 2,706 2,885 3,039 3,188 3,343

2002 2003 2004 2005 2006 2007

System-wide Marketing
Expenditures (in millions)

Total

National

$90 $100 $110 $125 $145 $175
$17 $20 $32 $60 $72 $90

2002 2003 2004 2005 2006 2007
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Corp. 2007 Annual Report

ted Financial Data

ollowing table sets forth selected financial data regarding the company's financial condition and operating results. One should read the following information in conjunction with
agement’s Discussion and Analysis of Financial Condition and Results of Operations,” below, and the company’s Consolidated Financial Statements included elsewhere in this report.

Year ended August 31,
2007 2006 2005 2004 20030

{In thousands, except per share data}

ne Statement Data:

tner Drive-In sales $ 646,915 $ 585,832 $ 525,988 $ 449,585 $ 371,518
nchise Drive-Ins:

ranchise royalties 111,052 498,163 88,027 77,518 66,431
ranchise fees 4,574 4,747 4,311 4,958 4,674
er 7,928 4,520 4,740 4,385 4,017
otal revenues 770,469 693,262 623,066 536,446 446,640
t of Partner Drive-In sales 520,176 468,627 421,906 358,859 291,764
ing, general and administrative 58,736 52,048 47,503 44,765 41,061
yreciation and amortization 45,103 40,696 35,821 32,528 29,223
vision for impairment of long-lived assets 1,165 264 387 675 727
otal expenses 625,180 561,635 505,617 436,827 362,775
ome from operations 145,289 131,627 117,449 99,619 83,865
ot extinguishment and other costs 6,076 - - - -
nterest expense, net 38,330 7,578 5,785 6,378 6,216
ome before income taxes $ 100,883 $ 124,049 $ 111,664 $ 93,241 $ 77,649
income $ 64,192 $ 78,705 $ 70,443 5 58,031 $ 47,801
ome per share®:

asic $ 0.94 $ 0.91 $ 0.78 $ 0.65 $ 0.55
iluted . s 0.91 $ 0.88 $ 0.75 $ 0.63 $ 0.52
ighted average shares used in calculation®:

asic 68,019 86,260 89,992 88,970 87,698
iluted 70,592 89,239 93,647 92,481 91,365
1ce Sheet Data:

rking capital (deficit) $ (40,784} $ (35,585) $ {30,093) $ (14,537) $ {2,875)
perty, equipment and capital leases, net 529,993 477,054 422,825 376,315 345,551
al assets 758,520 638,018 563,316 518,633 486,119
ligations under capital leases (including current portion) 39,318 36,625 38,525 40,531 27,929
ig-term debt (including current portion) 710,743 122,399 60,195 82,169 139,587

ckholders’ equity (deficit) (106,802) 391,693 387,917 337,900 267,733
h dividends declared per common share -

viously reported prior-year results have been adjusted to implement SFAS 123R on a modified retrospective basis.
usted for three-for-two stock splits in 2006 and 2004.

Pg. 15
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Corp. 2007 Annual Report

\gement’s Discussion and Analysis of Financial Condition and Results of Operations

ystem-wide same-store sales increased 3.1% during fiscal year 2007 as a result of growth
arage check, offset somewhat by a slight decrease in traffic (number of transactions per
in). The increase in average check was the result of price increases, as well as the success of
ay-At-Your-Stall (PAYS) program, which has increased credit and debit card transactions
on average, exceed the average cash transaction. We believe our strong sales performance
irect result of our specific sales-driving initiatives including, but not limited to:

ontinued growth of our business in non-traditional day parts including the morning,
fternoon, and evening day parts;

Jse of technology to reach customers and improve the customer experience;

Aonthly promotions and new product news focused on quality and expanded choice for
Ur CUStOMETs;

arowth in brand awareness through increased media spending and greater use of
etwork cable advertising; and

"he ongoing physical retrofit of drive-ins with a new look.

.ocking forward, these strategies are expected to continue to positively impact our
ess. We expect revenue growth of between 10% and 12% for fiscal year 2008, based
targeted same-store sales growth in the range of 2% to 4%, with Partner Drive-In sales
th expected to be slightly ahead of this range.

Ne continue to use our monthly promotions to highlight our distinctive food offerings
o feature new products. We also use our promotions and new product news to create a
g emotional link with consumers and to align closely with consumer trends for fresh
dients, customization, menu variety and choice. During the past year, our new product
ings showcased the breadth of our menu and emphasized the opportunity for choice at
. We will continue to have new product news in the coming months, all designed 1o
customers’ evolving taste preferences including the growing desire for fresh, quality
uct offerings and healthier alternatives.

During fiscal year 2007, our system-wide media expenditures were approximately $175
n as compared to $145 million in fiscal year 2006, which we believe continues to increase
11l brand awareness. We also continued to spend approximately one-half of our
eting dollars on system-wide marketing fund efforts, which are largely used for network
- television advertising, growing this area of our advertising from approximately $72
n in fiscal year 2006 to approximately $90 million in fiscal year 2007. We believe
ased network cable advertising provides several benefits including the ability to more
tively target and better reach the cable audience, which has now surpassed broadcast
orks in terms of viewership. In addition, national cable advertising also allows us to bring
ional depth to our media and expand our message beyond our traditional emphasis on
jle monthly promotion. Looking forward, we expect system-wide media expenditures to
pproximately $190 million in fiscal 2008, with the system-wide marketing fund
senting approximately one-half of total media expenditures.

We continue to make investments to upgrade the exterior ook of our drive-ins including
rofit and the use of new electronic signage. The new retrofit features several new
ents including an upgraded building exterior, new more energy-efficient lighting, a

Pg.

significantly enhanced patio area and improved menu housings. We completed the retrofit
of more than 100 Partner Drive-Ins before fiscal year 2007. During fiscal year 2007, the retrofit
was completed at 326 Franchise Drive-Ins and 173 Partner Drive-Ins. The retrofit of the entire
Sonic system is expected to occur over the next three to four years, with an additional 600 to
700 Franchise Drive-Ins and 150 Partner Drive-Ins expected to be retrofitted during fiscal
year 2008.

Sonic opened 175 new drive-ins during fiscal year 2007, consisting of 29 Partner Drive-
Ins and 146 Franchise Drive-Ins, a slight increase overall from 173 drive-in openings during
fiscal year 2006 (35 Partner Drive-Ins and 138 Franchise Drive-Ins). Looking forward, the
company expects to open 180 to 200 new drive-ins during fiscal year 2008, including 155 to
165 by franchisees.

Results of Operations

Revenues. Total revenues increased 11.1% to $770.5 million in fiscal year 2007 from
$693.3 million during fiscal year 2006. The increase in revenues primarily relates to solid sales
growth for Partner Drive-Ins and a rise in franchise royalties.

Revenues
Percent
Year Ended August 31, Increase/ Increase/
2007 2006 {Decrease) {Decrease)
($ in thousands)
Revenues:
Partner Drive-In sales $ 646,915 $ 585832 § 61,083 10.4%
Franchise revenues:
Franchise royalties 111,052 98,163 12,889 131
Franchise fees 4,574 4,747 (173) (3.6}
Other 7,928 4,520 3,408 75.4
Total revenues $ 770,469 $ 693,262 $ 77,207 1.1
Percent
Year Ended August 31, Increase/ Increase/
2006 2005 (Decrease) {Decreasa)
{§ in thousands}
Revenues:
Partner Drive-In sales $ 585,832 $ 525988 $ 59844 11.4%
Franchise revenues:
Franchise royalties 98,163 88,027 10,136 11.5
Franchise fees 4,747 4311 436 101
Other 4,520 4,740 {220} (4.6)
Total revenuas $ 693,262 $ 623,066 $ 70,19 1.3
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Corp. 00U/ Annual Report

igement’s Discussion and Analysis of Financial Condition and Results of Operations

ee Revenue Recognition Related to Franchise Fees and Royalties in the Critical
\ccounting Policies and Estimates section of MD&A.

Irive-ins that are temporarily closed for various reasons {repairs, remodeling, relocations,
tc.) are not considered closed unless the company determines that they are unlikely to
eopen within a reasonable time.

\apresents percentage change for drive-ins open for a minimum of 15 months.

ranchise royalties increased 13.1% to $111.1 million in fiscal year 2007, compared to $98.2
n in fiscal year 2006. Of the $12.9 million increase, approximately $8.0 million resulted
Franchise Drive-Ins’ same-store sales growth of 3.3% in fiscal year 2007, combined with an
ase in the effective royalty rate to 3.75% during fiscal year 2007 compared to 3.59%
g fiscal year 2006. Each of our license agreements contains an ascending royalty rate
eby royalties, as a percentage of sales, increase as sales increase. The balance of the
ase was attributable to growth in the number of Franchise Drive-Ins over the prior period.
ranchise royalties were positively impacted during the latter half of fiscal year 2007
 franchisees opted to convert approximately 790 older license agreements to a newer
of license agreement. The conversion license provides a 20 year term and for payment
vigher royalty rate than in the previous agreement. The rate for the converted licenses
ffective April 1, 2007, and we estimate the total benefit for the last half of the fiscal year
setween $1.5 to $2.0 million. Looking forward, franchise royalties will continue to be
cted positively by this conversion. The benefit to the first half of fiscal year 2008 is
ted to be approximately $1 to $1.5 million in additional royalties.
ranchise royalties increased 11.5% to $98.2 million in fiscal year 2006, compared to $88.0
n in fiscal year 2005. Of the $10.1 million increase, approximately $6.1 million resulted
Franchise Drive-Ins' same-store sales growth of 5.1% in fiscal year 2006, combined with
crease in the effective royalty rate to 3.59% during fiscal year 2006 compared to 3.56%
g fiscal year 2005. The balance of the increase was attributable to growth in the number
ainchise Drive-Ins over the prior period.
‘ranchisees opened 146 new drive-ins in fiscal year 2007, up from 138 new drive-ins in fiscal
2006. Despite the increase in new drive-in openings, franchise fees decreased 3.6% to $4.6
n as a result of approximately $0.3 million more in fees recognized in fiscal year 2006 from
nations of area development agreements. These terminations were due to an initiative
engthen the franchise development pipeline by terminating non-performing agreements
vere the primary reason for the 10.1% increase in franchise fees to $4.7 million in fiscal
2006, when franchisees opened 138 new drive-ins in both fiscal years 2006 and 2005.
As of August 31, 2007, we had 173 area development agreements representing 908
ied Franchise Drive-In openings over the next few years, compared to 152 such
ments at August 31, 2006, which represented approximately 576 planned Franchise
-In apenings. We anticipate 155 to 165 store openings by franchisees during fiscal year
As a result of these new Franchise Drive-In openings, the impact of the conversion of
license agreements, and the continued benefit of the ascending royalty rate contained
license agreements, we expect approximately $13 to $15 million in incremental franchise
and royalties in fiscal year 2008.

Other income increased 75.4% to $7.9 million in fiscal year 2007 from $4.5 million in fiscal
year 2006. The increase relates primarily to the net favorable impact of non-income tax
matters and an approximately $2.0 million gain on the sale of real estate to a franchisee.
Looking forward, other income is anticipated in the range of $0.8 million to $1.0 million per
quarter during fiscal year 2008.

Operating Expenses. Overall, drive-in cost of operations, as a percentage of Partner
Drive-In sales, increased to 80.3% in fiscal year 2007 from 80.0% in fiscal year 2006. Minority
interest in earnings of drive-ins is included as a part of cost of sales in the table below since it
is directly related to Partner Drive-In operations.

Operating Margins
Year Ended August 31,

2007 2006 2005

Costs and Expenses™

Partner Drive-Ins:

Food and packaging 25.7% 259% 26.2%

Payrolt and other employee benefits 304 30.0 303

Minority interest in earnings of

Partner Drive-Ins 4.1 43 4.1

Other operating expenseas 201 19.8 19.6
Total Partner Drive-In cost of operations 80.3% 80.0% 80.2%

" As a percentage of Partner Drive-In sales.

Food and packaging costs decreased by 0.2 percentage points during fiscal year 2607
compared to fiscal year 2006 following a decrease of 0.3 percentage points during fiscal year
2006 compared to fiscal year 2005. The decrease for fiscal year 2007 relates primarily to price
increases that more than offset generally higher commodity pricing, particularly for dairy,
soybean oil and packaging. The improvement for fiscal year 2006 relates primarily to lower
dairy costs and a favorable shift in product mix to drinks and ice cream, which have more
favorable margins than other menu items. Looking forward, commodity pressures are
expected to ease in the second half of fiscal year 2008.

Labor costs increased by 0.4 percentage peints during fiscal year 2007 compared to fiscal
year 2006 after a decrease of 0.3 percentage points during fiscal year 2006 compared to fiscal
year 2005. The increase for fiscal year 2007 was a result of federal and state minimum wage
increases, which was partially offset by price increases. The improvement for fiscal year 2006
was primarily a result of leverage from higher sales volumes. Looking forward, wage rates are
expected to continue to increase as a result of federal and state minimum wage legislation.
While the company expects to mitigate some of the increase with menu price increases, it is
likely that labor costs, as a percentage of sales, will rise during fiscal year 2008.

Minority interest, which reflects our store-level partners’ pro-rata share of earnings
through our partnership program, increased by $1.4 million during fiscal year 2007. While
these costs increased in real terms during fiscal year 2007, they declined as a percentage of
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Lorp. LUU/ Annual Repart

agement’s Discussion and Analysis of Financial Condition and Results of Operations

cted cash of $11.4 million was an increase associated with the securitized cash flows. Net
erty, equipment and capital leases increased by $52.9 million primarily as a result of
al expenditures of $112.0 million, capital lease additions of $5.2 million and $10.8 million
e acquisition of drive-ins from franchisees. Goodwill increased by $5.7 million primarily
esult of the acquisition of drive-ins from franchisees. Debt origination costs increased by
' million as a result of the costs associated with the securitized debt transaction. These
ases combined with the increase in current assets resulted in an 18.9% increase in total
s to $758.5 millian as of the end of fiscal year 2007.

Total current liabilities increased $36.4 million or 46.6% during fiscal year 2007 primarily
result of a $15.3 million increase in the current obligations for capital leases and debt
ed to the securitized debt transaction, a $14.4 million accrual for share repurchase
ations that settled in September and a $1.6 million increase in gift program liabilities.
oncurrent portion of long-term debt increased $573.3 million as a result of the debt used
nd the repurchase of stock. Overall, total liabilities increased $619.0 million or 251.3% as
ult of the items discussed above.

Stockholders’ equity decreased $498.5 million during fiscal year 2007 primarily resulting from
ock repurchase activity during the year. The company completed a "modified Dutch auction”
or offer in October 2006, repurchasing 15.9 miltion shares at a purchase price of $23.00 per
 for a total of $366.1 million, and incurred costs related to the transaction totaling $1.2 million
are included in stockholders’ equity. Subsequent to the tender offer, additional share
chases totaling approximately $211.1 million were completed under Board-authorized share
chase initiatives. The stock repurchase activity was partially offset by earnings during the year
4.2 million and proceeds and the related tax benefits from the exercise of stock options.

The company considers the non-GAAP measure of debt-to-EBITDA to be a significant
ation of the company’s financial performance and available capital resources. This is not
easure of financial performance or liquidity under generally accepted accounting
iples (“GAAP"). EBITDA is a non-GAAP measure of income and does not include the
ts of interest and taxes, and excludes the “non-cash” effects of all depreciation and
tization. While management considers EBITDA useful in analyzing our results, it is not
ided to replace any presentation included in our consoclidated financial statements. As of
ist 31, 2007, our debt-to-EBITDA ratio was 3.9. The following table reconciles EBITDA to
ncome as of August 31, 2007, and provides the components to calculate this ratio:

ncome 3 64,192
sion for income taxes 36,691
eciation and amortization 45,103
nterest expense 44,406
DA $ 190,392
jations under capital leases (including current portion) $ 39,318
-term debt (including current portion} 710,743
' debt $ 750,061
-to-EBITDA 39

Liquidity and Sources of Capital

QOperating Cash Flows. Net cash provided by operating activities decreased $6.5 million
or 5.1% to $121.0 million in fiscal year 2007 as compared to $127.5 million in fiscal year 2006.
This decrease results from lower net income excluding non-cash items as a result of increased
interest expense associated with the company's increased debt, the segregation of $9.0 million
of operating cash flows at year-end as restricted cash as a result of debt requirements, and
$5.6 million from termination of a hedge instrument. These decreases were offset by a
significant increase in operating liabilities related to the amount and timing of tax and other
liability payments, including the effect of an increase in franchise deposits from franchise
development activities.
investing Cash Flows. During fiscal year 2007, we opened 29 newly constructed Partner
Drive-Ins, acquired 15 drive-ins from franchisees and sold ten drive-ins to franchisees. For the
same period, we used cash generated from operating activities and borrowings to fund capital
additions of $110.9 million, which included the cost of newly opened drive-ins, retrofits of
existing drive-ins, new equipment for existing drive-ins, drive-ins under construction and other
capital expenditures, from cash generated by operating activities and borrowings. We
purchased the real estate for 21 of the 29 newly constructed drive-ins. In addition, the
acquisition of 15 drive-ins during fiscal year 2007 resulted in cash outlays of $10.8 million. We
also entered into a sale-leaseback agreement during the first fiscal quarter and disposed of
the real estate underlying drive-ins that were acquired in the fourth quarter of fiscal year 2006
for proceeds of approximately $12.6 million. Proceeds from dispositions of assets for the year
of $13.7 million primarily resulted from sales of other real estate relating to drive-ins
previously sold to franchisees.
Financing Cash Flows. In December 2006, the company closed on a securitized financing
facility of Variable Rate Series 2006-1 Senior Variable Funding Notes, Class A-1, which provides
for the issuance of up to $200 million of Variable Funding Notes and certain other credit
instruments, including letters of credit. As of August 31, 2007, our outstanding Variable
Funding Notes totaled $116.0 million at an effective borrowing rate of 6.4%, as well as $0.3
miflion in outstanding letters of credit. The amount available under the Variable Funding
Notes as of August 31, 2007, was $83.7 million. In addition to the Class A-1 notes, the company
issued $600 million of Fixed Rate Series 2006-1 Senior Notes, Class A-2, in a private transaction
in December 2006. This new debt has an effective borrowing rate of 6.8%, including debt
issuance costs totaling $24.3 million which were incurred in conjunction with the securitized
debt transactions closed in December 2006. We believe that cash flows from operations will
be adequate for repayment of any long-term debt that does not get refinanced or extended.
We plan to use our Class A-1 notes to finance the opening of newly constructed drive-ins,
acquisitions of existing drive-ins, purchases of the company’s common stock and for other
general corporate purposes, as needed. See Note 9 of the Notes to Consolidated Financial
Statements for additional information regarding our long-term debt.
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Corp. 2007 Annual Report

gement’s Discussion and Analysis of Financial Condition and Resuits of Operations

Ve annually review our financial reporting and disclosure practices and accounting
es 1o ensure that our financial reporting and disclosures provide accurate and transparent
nation relative to the current economic and business environment. We believe that of
gnificant accounting policies (see Note 1 of Notes to Consolidated Financial Statements),
llowing policies involve a higher degree of risk, judgment and/or complexity.
mpairment of Long-Lived Assets. We review Partner Drive-In and other long-lived assets
pairment when events or circumstances indicate they might be impaired. We test for
rment using historical cash flows and other relevant facts and circumstances as the
ry basis for our estimates of future cash flows. This process requires the use of estimates
sssumptions, which are subject to a high degree of judgment. In addition, at least
ally, we assess the recoverability of goodwill and other intangible assets related to our
| and drive-ins. These impairment tests require us to estimate fair values of our brand and
rive-ins by making assumptions regarding future cash flows and other factors. During
year 2007, we reviewed Partner Drive-Ins and other long-lived assets with combined
ng amounts of $12.5 million in property, equipment and capital leases for possible
rment, and, our cash flow assumptions resulted in impairment charges totaling $1.2
n to write-down certain assets to their estimated fair value. During the fourth quarter
cal year 2007, we performed our annual assessment of recoverahility of goodwill and
‘intangible assets and determined that no impairment was indicated. As of August 31,
goodwill and intangible assets totaled $114.0 million. If these assumptions change in
iture, we may be required to record impairment charges for these assets.
dwnership Program. Our drive-in philosophy stresses an ownership refationship with
visors and drive-in managers. Most supervisors and managers of Partner Drive-ins own
uity interest in the drive-in, which is financed by third parties. Supervisors and managers
either employees of Sonic nor of the drive-in in which they have an ownership interest.
"he minority ownership interests in Partner Drive-Ins of the managers and supervisors are
ded as a minority interest liability on the Consolidated Balance Sheets, and their share of
rive-in earnings is reflected as Minority interest in earnings of Partner Drive-Ins in the
and expenses section of the Consolidated Statements of Income. The ownership
ments contain provisions which give Sonic the right, but not the obligation, to purchase
inority interest of the supervisor or manager in a drive-in. The amount of the investment
by a partner and the amount of the buy-out are based on a number of factors, primarily
the drive-in's financial performance for the preceding 12 months, and are intended to
yximate the fair value of a minority interest in the drive-in.
‘he company acquires and sells minority interests in Partner Drive-Ins from time to time
anagers and supervisors buy-out and buy-in to the partnerships or limited liability
anies. If the purchase price of a minority interest that we acquire exceeds the net book
of the assets underlying the partnership interest, the excess is recorded as goodwill. The
sition of a minority interest for less than book value is recorded as a reduction in
ased goodwill. Any subsequent sale of the minority interest to another minority partner

is recorded as a pro-rata reduction of goodwill, and no gain or loss is recognized on the sale
of the minority ownership interest. Goodwill created as a result of the acquisition of minority
interests in Partner Drive-Ins is not amortized but is tested annually for impairment under the
provisions of FAS 142, “Goodwill and Other Intangible Assets.”

Revenue Recognition Related to Franchise Fees and Royalties. Initial franchise fees are
recognized in income when we have substantially performed or satisfied all material services
or conditions relating to the sale of the franchise and the fees are nonrefundable. Area
development fees are nonrefundable and are recognized in income on a pro-rata basis when
the conditions for revenue recognition under the individual development agreements are
met. Both initial franchise fees and area development fees are generally recognized upon the
opening of a Franchise Drive-In or upon termination of the agreement between Sonic and
the franchisee,

Our franchisees are required under the provisions of the license agreements to pay
royalties to Sonic each month based on a percentage of actual net sales. However, the royalty
payments and supporting financial statements are not due until the 10th of the following
month for the new form of license agreement (Number 7) and the 20th of the following
month for all prior forms of license agreement. As a result, we accrue royalty revenue in the
month earned based on estimates of Franchise Drive-Ins sales. These estimates are based on
projections of average unit volume growth at Franchise Drive-ins collected from a majority of
Franchise Drive-Ins.

Accounting for Stock-Based Compensation. We account for stock-based compensation in
accordance with Statement of Financial Accounting Standards No. 123 {revised 2004), “Share-
Based Payment” (“SFAS 123R"). We estimate the fair value of options granted using the Black-
Scholes option pricing model along with the assumptions shown in Note 12 of the Notes to
Consolidated Financial $tatements. The assumptions used in computing the fair value of
share-based payments reflect our best estimates, but involve uncertainties relating to market
and other conditions, many of which are outside of our control. We estimate expected
volatility based on historical daily price changes of the company’s stock for a peried equal to
the current expected term of the options. The expected option term is the number of years
the company estimates that options will be outstanding prior to exercise considering vesting
schedules and our historical exercise patterns. If other assumptions or estimates had been
used, the stock-based compensation expense that was recorded during fiscal year 2007 could
have been materially different. Furthermore, if different assumptions are used in future
periods, stock-based compensation expense could be materially impacted in the future.

Income Taxes. We estimate certain components of our provision for income taxes. These
estimates include, among other items, depreciation and amortization expense allowable for
tax purposes, allowable tax credits for items such as wages paid to certain employees, effective
rates for state and local income taxes and the tax deductibility of certain other items.

Our estimates are based on the best available information at the time that we prepare
the provision, including legislative and judicial developments. We generally file our annual
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Corp. 2007 Annual Report

lidated Balance Sheets

August 31,
2007 2006
(In thousands)

5
1t assets:
h and cash equivalents ................. e e e e e e e e e e $ 25,425 ) 9,597
d T =1o I o= .|« T U e e 13,521 -
CUNTS AN NOTES TeCEIVADIE, NMET ... i e it e ittt e e e e R 23,084 21,27
investment in direct financing leases ........... e C e e e e e e e e e e e e 1,267 1,287
LA (] o L= e f e e e e e e e 4,444 4,200
=T BT Yoy T <3 e e 517 307
paid expenses and other ....... ... .. NP e e e e 5,445 5,848
aLT] g =T | =TT N e e e e e 73,703 42,510
Nt POt e CaSh . . .o .. 11,354 -
FECRIVADIE, Mt L e e e e e e 5,532 5,182
e = T T T T R AT T T e =T 2,593 3,815
rty, equipment and capital leases, net .................. 529,993 477,054
will, Nt .. e 102,628 96,949
marks, trade names and other intangibles, net ...... ... .. ... .. 11,361 10,746
origination costs, net ................. N 20,914 1,083
BSOS, MBT . . ot ; ; 442 679
assets . ........... e f e e e e e e e e e e e e e e e A | 758,520 $ 638,018
ities and stockholders’ equity (deficit)
nt liabilities:
OUNES PaYADIE L . . e e e e s 25,283 $ 23,438
yosits from franchisees e 2,783 2,553
rued liabilities . ......... e e e e e e e e e e e e e 55,707 33,874
me taxes payable .. ... .. . e 7,863 10,673
igations under capital leases and long-term debt due within One year . ... ... ... . e e 22,851 7,557
current liabilities . e e e e e e e e e e e e e e e 114,487 78,095
ations under nmv:m_ _mmmmm Q:m aftercneyear ... ... .. ... e e e 36,773 34,295
term debt due after One Year .. ... .. 690,437 17,172
noncurrent liabilities ... .. . i e e R 17,212 12,504
e Lo Ty L= e 6,413 4,259
ritments and contingencies (Notes 6, 7, 14, and 15)
olders' equity (deficit):
ferred stock, par value $.01; 1,000,000 shares authorized; none outstanding .................... e e e e - -
nmon stock, par value $.01; 245,000,000 shares autharized; shares issued 116,222,839 in 2007 and :a 988,369in 2006 ......... e 1,162 1,150
i-in capital ....... . ; e e e e e e e e e 193,682 173,802
ained earnings ..., R .. 540,886 476,694
umulated other comprehensive income {2,848) {484}

732,882 651,162
asury stock, at cost; 55,078,107 shares in 2007 and 29,506,003 shares in 2006 ........ (839,684) {259,469)
stockholders’ equity {(deficit) .. ... ... ... e R, AU (106,802) 391,693
liabilities and stockholders’ equity (deficit) ....................... P e e $ 758,520 $§ 638018

ompanying notes,
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Corp. LUU/7 Annual Report

olidated Statements of Stockhelders’ Equity (Deficit)

Accumulated
Other
Common Stock Paid-in Retained Comprehensive Treasury Stock
Shares Amount Capital Earnings Income Shares Amount
(In thousands}

ce at August 31,2004 ........... ... e 74,618 $ 746 $ 132,006 $ 327,546 $ - 15,099 $ (122,398}
ise of common stock options .............. ... ..... - 1,148 12 10,796 - - - -
-based compensation expense ........ e - - 6,757 - - - -
enefit related to exercise of employee stock options . ... .. - - 4,595 - - ~ -
ase of treasury stock ........ ... .. .. S - - - - - 1,352 {42,586)
wcome ... ... e e e e e - - — 70,443 - - -
ice at August 31, 2005 ... .. e e e, 75,766 758 154,154 397,989 - 16,451 (164,984)
ise of common stock options ..................... R 1,003 10 7,981 - - - -
-based compensation expense,

luding capitalized compensation of $216 .. ... .. e - - 7,404 - - - -
enefit related to exercise of employee stock options - - 4,645 - - - -
ase of treasury stock .. .......... ... .. e - - - - - 3,538 (94,485)
for-two stack split ... ... e e 38219 382 (382} - - 9,517 -
red hedging losses, netoftaxof $300 .................. - - - - (484) - -
wcome L L............ e e - - - 78,705 - - -
ice at August 31,2006 ... .......... e 114,988 1,150 173,802 476,694 (484) 29,506 (259,469)
ise of common stock options ........... e 1,235 12 8,524 - - - -
-based compensation expense,

luding capitalized compensation of $232 ................ - - 7.290 - - - -
enefit related to exercise of employee stock options ....... - - 4,066 - - - -
ase of treasury stock ........... e - - - - - 25,572 (580,215)
hange in deferred hedging losses, net of tax of $1,464 ... .. - - - - (2,364) - -
WCOME .ot e e e e - - - 64,192 - - -
Ice at August 31,2007 .............. e 116,223 $ 1162 $ 193,682 $ 540,886 $ (2.848) 55,078 $ (839,684)
companying notes.

Pg. 27
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Year ended Auqgust 31,

2007 2006 2005

{In thousands}
flows from financing activities

eds from borrowings ............ ..., e e e e e e e e ceeve. % 1,404,490 $ 274763 $ 127415

onts on long-termdebt ... ... e e e (815,396) (206,806) {149,390}
ases of treasury stock ...... R (564,984) {93,689) {42,324}
SSLANEE COSES . . oo e e e e e e e e (28,166) - -
cted cash for debt obligations ... .. .. e e (15,910) - -
ents on capital lease obligations .................. . (2.471) (2,444) (2,139)
ses Of stock OptioNs ... ... .. i e e e 7,732 7,194 10,546

, tax benefit from exercise of employee stock options 4,117 4,645 4,595

ish used in financing activities . . ................ .. . (10,588) {16,337) (51,297)
icrease (decrease) in cash and cashequivalents .. ... ... ... ... .. oLl . 15,828 3,166 {1,562)
and cash equivalents at beginning of theyear ... ... . e R 9,597 6,431 7,993

and cash equivalents atendoftheyear ........................... e e e e e e e $ 25,425 $ 9,597 4 6,431

lemental cash flow information

naid during the year for:

rest (net of amounts capitalized of $576, $733 and $604, respectively) ... .. ... .. s 36,501 b 8,769 $ 7,144

yme taxes (net of refunds) ..o i e e e e e 32,651 48,225 27,377

ation to acquire treasury stock ................ . . 14,432 - -
ions to capital lease obligations .. ... 5,164 4,958 877

Ints and notes receivable and decrease in capital lease obligations from property and equipmentsales ... ................ 1,500 6,514 1,063

options exercised by stock sWap . ... ... i e e e e 799 787 250
ations for purchases of property and equUIpMEent . ... ... o i e 1,134 - -

ompanying notes.

Pg. 29
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t 31, 2007, 2006 and 2005 (In thousands, except per share data)

ition of impairment exists. [f impairment is indicated, then the fair value of the reporting
goodwill is determined by allocating the unit's fair value to its assets and liabilities
ding any unrecognized intangible assets) as if the reporting unit had been acquired in a
ess combination. The amount of impairment for goodwill and other intangible assets is
ured as the excess of its carrying value over its fair value.

"he company’s intangible assets subject to amortization under SFAS No. 142 consist
arily of acquired franchise agreements, franchise fees, and other intangibles.
tization expense is calculated using the straight-line method over the expected period of
fit, not exceeding 20 years. The company's trademarks and trade names were deemed to
indefinite useful lives and are not subject to amortization. See Note 5 for additional
sures related to goodwill and other intangibles.

ership Program
'The company's drive-in philosophy stresses an ownership relationship with drive-in
visors and managers. Most supervisors and managers of Partner Drive-Ins own an equity
st in the drive-in, which is financed by third parties. Supervisors and managers are neither
oyees of the company nor of the drive-in in which they have an ownership interest.
"he minority ownership interests in Partner Drive-Ins of the managers and supervisors are
ded as a minority interest liability on the Consolidated Balance Sheets, and their share of
rive-in earnings is reflected as Minority interest in earnings of Partner Drive-Ins in the
and expenses section of the Consolidated Statements of Income. The ownership
'ments contain provisions, which give the company the right, but not the obligation, to
1ase the minority interest of the supervisor or manager in a drive-in.  The amount of the
tment made by a partner and the amount of the buy-out are based on a number of
rs, primarily upon the drive-in‘s financial performance for the preceding 12 months, and
ended to approximate the fair value of a minority interest in the drive-in,
'he company acquires and sells minority interests in Partner Drive-Ins from time to time
anagers and supervisors buy-out and buy-in to the partnerships or limited liability
anies. If the purchase price of a minority interest that we acquire exceeds the net book
 of the assets underlying the partnership interest, the excess is recorded as goodwill. The
sition of a minority interest for less than book value is recorded as a reduction in
1ased goodwill. Any subsequent sale of the minority interest to another minority partner
orded as a pro-rata reduction of goodwill, and no gain or loss is recognized on the sale
e minority ownership interest. Goodwill created as a result of the acquisition of minority
2sts in Partner Drive-Ins is not amortized but is tested annually for impairment under the
sions of SFAS No. 142.

nue Recognition, Franchise Fees and Royalties

Revenue from Pariner Drive-In sales is recognized when food and beverage products
old.

nitial franchise fees are recognized in income when all material services or conditions
ng to the sale of the franchise have been substantially performed or satisfied by the

company and the fees are nonrefundable. Area development fees are nonrefundable and are
recognized in income on a pro rata basis when the conditicns for revenue recognition under
the individual development agreements are met. Both initial franchise fees and area
development fees are generally recognized upon the opening of a franchise drive-in or upon
termination of the agreement between the company and the franchisee.

The company's franchisees are required under the provisions of the license agreements to
pay the company royalties each month based on a percentage of actual net royalty sales.
However, the royalty payments and supporting financial statements are not due until the 10th
of the following month for the new form of license agreement {(Number 7) and the 20th of
the following month for all prior forms. As a result, the company accrues royalty revenue in
the month earned based on estimates of Franchise Drive-In sales. These estimates are based
on actual sales at Partner Drive-Ins and projections of average unit volume growth at
Franchise Drive-Ins.

Operating Leases

Rent expense is recognized on a straight-line basis over the expected lease term, including
cancelable option periods when it is deemed to be reasonably assured that we would incur an
economic penalty for not exercising the options. Within the provisions of certain of our leases,
there are rent holidays and/or escalations in payments over the base lease term, as well as
renewal periods. The effects of the holidays and escalations have been reflected in rent
expense on a straight-line basis over the expected lease term, which includes cancelable option
pericds when appropriate. The lease term commences on the date when we have the right to
control the use of the leased property, which can occur befere rent payments are due under
the terms of the lease. Percentage rent expense is generally based on sales levels and is accrued
at the point in time we determine that it is probable that such sales levels will be achieved.

Advertising Costs

Costs incurred in connection with the advertising and promoting of the company’s
products are included in other operating expenses and are expensed as incurred. Such costs
amounted to $35,241, $30,948, and $28,216 for fiscal years 2007, 2006 and 2005, respectively.

Under the company’s license agreements, both Partner-Drive-Ins and Franchise Drive-Ins
must contribute a minimum percentage of revenues to a national media production fund
(Sonic Brand Fund, formerly known as the Sonic Advertising Fund) and spend an additional
minimum percentage of gross revenues on local advertising, either directly or through
company-required participation in advertising cooperatives. A portion of the local advertising
contributions is redistributed to a System Marketing Fund, which purchases advertising on
national cable and broadcast networks and other national media and sponsorship
opportunities. As stated in the terms of existing license agreements, these funds do not
constitute assets of the company, and the company acts with limited agency in the
administration of these funds. Accordingly, neither the revenues and expenses nor the assets
and liabilities of the advertising cooperatives, the Sonic Brand Fund, or the System Marketing
Fund are included in the company's consolidated financial statements. However, all

Pg. 31
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npairment of Long-Lived Assets

During the fiscal years ended August 31, 2007, 2006 and 2005, the company identified
irments for certain drive-in assets and surplus property through regular quarterly reviews
ing-lived assets. During fiscal year 2007, these analyses resulted in provisions for
irment totaling $1,165, including $412 to reduce the carrying amount of assets in excess
r value for two drive-ins, and $753 to reduce to fair value the carrying amount of assets
ree properties leased to franchisees. During fiscal year 2006, these analyses resulted in
sions for impairment totaling $264 to reduce the carrying amount of three surplus
erties down to fair value. During fiscal year 2005, these analyses resulted in provisions for
irment totaling $387, including $286 to writedown the carrying amount of building and
hold improvements on an underperforming drive-in, and $101 to reduce the carrying
int of a surplus property down to fair value.

ccounts and Notes Receivable
Accounts and notes receivable consist of the following at August 31, 2007 and 2006:

2007 2006
ent Accounts and Notes Receivable:
ties and other trade receivables $ 12792 § 12,863
s receivable from franchisees 528 353
s receivable from advertising funds 4,083 3,681
r 6,275 4,682
23,678 21,579
1llowance for doubtful accounts and notes receivable 594 308
$ 23,084 $ 21271
urrent Notes Receivable:
s receivable from franchisees $ 5,649 $ 5,509
allowance for doubtful notes receivable 117 327
$ 5532 % 5,182

'he company's receivables are primarily due from franchisees, all of whom are in the
urant business. The notes receivable from advertising funds represent transactions in the
al course of business. Substantially all of the notes receivable from franchisees are
eralized by real estate or equipment.

oodwill, Trademarks, Trade Names and Other Intangibles

'he gross carrying amount of franchise agreements, franchise fees and other intangibles
ct to amortization was $6,529 and $5,245 at August 31, 2007 and 2006, respactively. The
ated amortization expense for each of the five years after August 31, 2007, is
oximately $400. Accumulated amortization related to these intangible assets was $1,212
543 at August 31, 2007 and 2006, respectively. The carrying amount of trademarks and
 names not subject to amortization was $6,044 at August 31, 2007 and 2006,

The changes in the carrying amount of goodwill for fiscal years ending August 31, 2007
and 2006 were as follows:

2007 2006
Balance as of September 1, $ 96943 § 88471
Goodwill acquired during the year 5,464 8,504

Goodwill acquired (disposed of) related to the acquisitions and

dispositions of minority interests in Partner Drive-Ins, net 316 (26)
Goodwill disposed of related to the sale of Partner Drive-Ins {101)
Balance as of August 31, $ 102,628

$ 96,949

6. Leases

Description of Leasing Arrangements

The company’s leasing operations consist principally of leasing certain land, buildings and
equipment (including signs) and subleasing certain buildings to franchise operators. The land
and building portions of these leases are classified as operating leases and expire over the next
16 years. The equipment portions of these leases are classified principally as direct financing
leases and expire principally over the next 10 years. These leases include provisions for
contingent rentals that may be received on the basis of a percentage of sales in excess of
stipulated amounts. Income is not recognized on contingent rentals until sales exceed the
stipulated amounts. Some leases contain escalation clauses over the lives of the leases. Most
of the leases contain one to four renewal options at the end of the initial term for periods of
five years. The company classifies income from leasing operations as other revenue in the
Consolidated Statements of Income.

Certain Partner Drive-Ins lease land and buildings from third parties. These leases, which
expire over the next 18 years, include provisions for contingent rentals that may be paid on
the basis of a percentage of sales in excess of stiputated amounts. For the majority of leases,
the land portions are classified as operating leases and the building portions are classified as
capital leases.

Direct Financing Leases
Components of net investment in direct financing leases are as follows at August 31, 2007
and 2006:

2007 2006
Minimum lease payments receivable $ 5098 § 6827
Less unearned income 1,238 1,725
Net investment in direct financing leases 3.860 5,102
Less amount due within one year 1,267 1,287
Amount due after one year $ 2593 $ 3815

Pg. 33
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Land, buildings and equipment with a carrying amount of $29,245 at August 31, 2007, In December 2006, various subsidiaries of the company issued $600,000 of Class A-2 senior
» feased under operating leases to franchisees or other parties. The accumulated notes in a private transaction. The proceeds were used to refinance the ocutstanding balance
eciation related to these buildings and equipment was $6,085 at August 31, 2007. As of under the senior secured credit facility, along with costs associated with the transaction. The
ust 31, 2007, the company had drive-ins under construction with costs to complete which Class A-2 notes are the first issuance under a facility that will allow Sonic to issue additional

egated $12,793, series of notes in the future subject to certain conditions. These notes have a fixed interest
rate of 5.7%, subject to upward adjustment after the expected six-year repayment term. Loan
\ccrued Liabilities origination costs associated with this debt totaled $24,329, and the unamortized balance is
Accrued liabilities consist of the following at August 31, 2007 and 2006: categorized as debt origination costs, net, on the Consolidated Balance Sheet as of August 31,
2007. Amortization of these loan costs and the hedge loss discussed below produces an
2007 2006 overall weighted average interest cost of 6.8%. The Class A-2 notes have an expected life of
es and other employee benefits b3 8,178 $ 9,707 six years, with a legal final repayment date in December 2031. If the debt extends beyond the
5, other than income taxes 15,296 13,476 expected life, rapid amortization and cash trapping provisions of the debt agreements will be
ued interest 1,122 389 triggered which will cause the remaining principal balance to be given higher priority of
rity interest in consolidated drive-ins 3,690 2,610 payment from the secured sources. The company anticipates paying the debt in full based on
gation to acquire treasury stock 14,432 - the expected life.
deemed gift cards and gift certificates 5,997 4,400 In connection with issuance of the Class A-2 notes, various subsidiaries of the company
o 6,992 3,292 also completed a securitized financing facility of Class A-1 senior variable funding notes. This
$ 55707 § 33874 facility allows for the issuance of up to $200,000 of notes and certain other credit instruments,
including letters of credit. Considering the $116,000 outstanding at August 31, 2007, and $325
ong-Term Debt in outstanding letters of credit, $83,675 was unused and available under the Class A-2 notes.
Long-term debt consists of the following at August 31, 2007 and 2006: The effective interest rate on the $116,000 outstanding at August 31, 2007, was 6.44%, and
there is a commitment fee on the unused portion of the Class A-1 notes of 0.5%.
2007 2006 The Class A-1 and Class A-2 senior notes were issued by special purpose, bankruptcy
» Class A-2 senior notes, due December 2031 $ 593440 $ - remote, indirect subsidiaries of the company that hold substantially all of Sonic's franchising
% Series A senior unsecured notes, due August 2008 - 2,000 assets and Partner Drive-in real estate used in operation of the company’s existing business.
% Series B senior unsecured notes, due August 2011 - 17,857 As of August 31, 2007, total assets for these combined indirect subsidiaries were
 A-1 senior variable funding notes 116,000 - approximately $410,000, including receivables for royalties, Partner Drive-In real estate,
of credit - 101,150 intangible assets, loan origination costs and restricted cash balances of $24,875. The Class A-
r 1,303 1,392 1 and Class A-2 notes are secured by Sonic's franchise royalty payments, certain lease and other
710,743 122,399 payments and fees and, as a result, the repayment of these notes is expected to be made solely
long-term debt due within one year 20,306 5,227 from the income derived from these indirect subsidiaries’ assets. Sonic Industries LLC, which is
;-term debt due after one year $ 6390437 § 117,172 the subsidiary that acts as franchisor, has guaranteed the obligations of the co-issuers and
pledged substantially all of its assets to secure such obligations.
Maturities of long-term debt for each of the five years after August 31, 2007, are $20,306 Although the company does not guarantee the Class A-1 and Class A-2 notes, the
)08, $38,472 in 2009, $55,143 in 2010, $73,437 in 2011, $93,416 in 2012, and $429,969 company has agreed to cause the performance of certain obligations of its subsidiaries,
eafter. principally related to the servicing of the assets included as collateral for the notes and certain
In October 2006, the company refinanced its senior unsecured notes and line of credit and indemnity obligations.
led a tender offer to repurchase shares of its common stock with proceeds from a senior In August 2006, the company entered into a forward starting swap agreement with a

red credit facility until the Class A-2 senior notes were financed in December 2006. Loan financial institution to hedge part of the exposure to changing interest rates until new
nation costs associated with this debt totaled $4,631 and the unamortized loan financing was closed in December 2006. The forward starting swap was designated as a cash
nation costs of $4,544 were expensed as debt extinguishment costs when the financing flow hedge, and was subsequently settled in conjunction with the closing of the Class A-2
closed in December 2006. notes, as planned. The loss resulting from settlement of $5,640 ($3,483, net of tax) was

recorded in accumulated other comprehensive income and is being amortized to interest
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c Corp. 2007 Annual Report

s to Consolidated Financial Statements
st 31, 2007, 2006 and 2005 (In thousands, except per share data}

State net operating loss carryforwards expire generally beginning in 2010. Management
 not believe the company will be able to realize the state net operating loss carryforwards
therefore has provided a valuation allowance as of August 31, 2007 and 2006.

The company has capital loss carryovers of approximately $4.4 million which expire
nning in fiscal year 2011. Management believes the company will realize these carryovers
re they expire.

Stockholders’ Equity

On April 6, 2006, the company’s board of directors authorized a three-for-two stock split
e form of a stock dividend. A total of 38,219 shares of common stock were issued in
ection with the split, and an aggregate amount equal to the par value of the common
k issued of $382 was reclassified from paid-in capital to common stock.

k Purchase Plan

The company has an employee stock purchase plan for all full-time regular employees.
loyees are eligible to purchase shares of common stock each year through a payroll
uction not in excess of the lesser of 10% of compensation or $25. The aggregate amount
tock that employees may purchase under this plan is limited to 759,375 shares. The
hase price will be between B5% and 100% of the stock’s fair market value and will be
rmined by the company's board of directors.

k-Based Compensation

The Sonic Corp. 2006 Long-Term incentive Plan {the “2006 Plan"} provides flexibility to
rd various forms of equity compensation, such as stock options, stock appreciation rights,
ormance shares, restricted stock and other stock-based awards. At August 31, 2007, 4,871
es were available for grant under the 2006 Plan. The company has historically granted
' stock options with an exercise price equal to the market price of the company's stock at
date of grant, a contractual term of seven to ten years, and a vesting period of three years.
company’s policy is to recognize compensation cost for these options on a straight-line
s over the requisite service period for the entire award. Additionally, the company's policy
Jissue new shares of common stock to satisfy stock option exercises.

The company measures the compensation cost associated with share-based payments by
nating the fair value of stock options as of the grant date using the Black-Scholes option
ng model. The company believes that the valuation technique and the approach utilized
evelop the underlying assumptions are appropriate in calculating the fair values of the
pany's stock options granted during 2007, 2006 and 2005. Estimates of fair value are not
nded to predict actual future events or the value uitimately realized by the employees
 receive equity awards.

The per share weighted average fair value of stock options granted during 2007, 2006
2005 was $7.10, $7.90 and $8.94, respectively. In addition to the exercise and grant date
es of the awards, certain weighted average assumptions that were used to estimate the
value of stock option grants in the respective periods are listed in the table below:

2007 2006 2005
Expected term (years) 4.5 4.5 5.1
Expected volatility 28% 34% 41%
Risk-free interest rate 4.6% 47% 4.0%
Expected dividend yield 0% 0% 0%

The company estimates expected volatility based on historical daily price changes of the
company'’s common stock for a period equal to the current expected term of the options. The
risk-free interest rate is based on the United States treasury yields in effect at the time of grant
corresponding with the expected term of the options. The expected option term is the
number of years the company estimates that options will be outstanding prior to exercise
considering vesting schedules and our historical exercise patterns.

SFAS 123R requires the cash flows resulting from the tax benefits for tax deductions
in excess of the compensation expense recorded for those options (excess tax benefits) to
be classified as financing cash flows. These excess tax benefits were $4,117, $4,645 and $4,595
for the years ended August 31, 2007, 2006 and 2005, respectively, and are classified as a
financing cash inflow in the company’s Consolidated Statements of Cash Flows. The praceeds
from exercises of stock options are also dassified as cash flows from financing activities and
totaled $7,732, $7,194 and $10,546 for each of the years ended August 31, 2007, 2006 and
2005, respectively.

A summary of stock option activity under the company’s share-based compensation plans
for the year ended August 31, 2007, is presented in the following table:

Weighted
Weighted Average
Average Remaining Aggregate
Exercise Contractual Intrinsic
Options Price Life (Yrs.) Value
Outstanding-beginning of year 7,230 $§ 198
Granted 1,259 22.36
Exercised (1,234) 6.9
Forfeited or expired (132) 21.18
Outstanding August 31, 2007 7,123 $ 14.53 5.08 $ 53436
Exercisable August 31, 2007 5,054 $ 11.40 4.45 $ 52,895

The total intrinsic value of options exercised during the years ended August 31, 2007,
2006 and 2005 was $19,408, $19,567 and $20,923, respectively. At August 31, 2007, total
remaining unrecognized compensation cost related to unvested stock-based arrangements
was $12,893 and is expected to be recognized over a weighted average period of 1.6 years.

Stockholder Rights Plan

The company had a stockholder rights plan designed to deter coercive takeover tactics
and to prevent a potential acquirer from gaining control of the company without offering a
fair price to all of the company’s stockholders. This plan expired by its terms on June 16, 2007.
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Corp. 2007 Annual Report

s to Consolidated Financial Statements
it 31, 2007, 2006 and 2005 {in thousands, except per share data)

Selected Quarterly Financial Data {(Unaudited)

First Quarter Second Quarter Third Quarter Fourth Quarter Full Year

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
me statement data:
rtner Drive-In sales $ 145,419 $ 135422 $ 137,007 $ 126,376 $ 175,027 $ 156,921 $ 188,462 $ 167,113 $ 646915 $ 585,832
her 28,311 24,378 24,445 22,572 34,894 29,548 35.844 30,932 123,554 107,430
tal revenues 174,790 159,800 161,452 148,948 209,921 186,469 224,306 198,045 770,469 693,262
rtner Drive-In operating expenses 119,480 110,125 112,050 102,615 139,402 123,755 149,244 132,132 520,176 468,627
lling, general and administrative 14,033 12,196 14,401 13,214 15,236 13,293 15,066 13,345 58,736 52,048
her 10,758 9,897 11,099 9,997 11,967 10,361 12,444 10,705 46,268 40,960
tal expenses 144,271 132,218 137,550 125,826 166,605 147,409 176,754 156,182 625,180 561,635
ome from operations 30,519 27,582 23,802 23,122 43,316 39,060 47,552 41,863 145,289 131,627
bt extinguishment and other costs 1,258 - 4,818 - - - - - 6,076 -
erest expense, net 5,759 1,307 10,304 2,096 10,921 2,215 11,346 1,960 38,330 7,578
ome before income taxes 23,502 26,275 8,780 21,026 32,395 36,845 36,206 39,903 100,883 124,049
pvision for income taxes 8,216 9,845 2,555 8,122 11,747 13,011 14,173 14,366 36,691 45,344
't income $ 15,286 $ 16,430 $ 6,225 $ 12,904 $ 20,648 $ 23834 § 22,033 $ 25,537 $ 64192 § 78,705
t income per share:
Basic $ 0.20 $ 0.19 s 0.09 3 0.15 $ 0.32 $ 028 § 0.35 s 0.30 $ 094 § 0.91
Diluted $ 0.19 $ 0.18 s 0.09 $ 0.14 $ 0.31 $ 027 § 0.34 $ 0.29 $ 0.91 $ 0.88
pighted average shares outstanding:
Basic 76,606 87.415 67,325 86,227 64,985 85,993 63,162 85,405 68,019 86,260
Diluted 79,489 90,521 70,026 89,261 67,408 89,007 65,445 88,168 70,592 89,239

Fair Values of Financial Instruments

The following discussion of fair values is not indicative of the overall fair value of the
pany's consolidated balance sheet since the provisions of SFAS No. 107, “Disclosures About
Value of Financial instruments,” do not apply to all assets, including intangibles.

The following methods and assumptions were used by the company in estimating its fair
25 of financial instruments:

Cash and cash equivalents—Carrying value approximates fair value due to the short
tion to maturity.

Notes receivable—For variable rate loans with no significant change in credit risk since
loan origination, fair values approximate carrying amounts. Fair values for fixed-rate
s are estimated using discounted cash flow analysis, using interest rates that would
ntly be offered for loans with similar terms to borrowers of similar credit guality and/or
;ame remaining maturities.

As of August 31, 2007 and 2006, carrying values approximate their estimated fair values.

Borrowed funds—Fair values for fixed rate borrowings are estimated using a discounted
cash flow analysis that applies interest rates currently being offered on borrowings of similar
amounts and terms to those currently outstanding. Carrying values for variable-rate
borrowings approximate their fair values.

The carrying amounts, including accrued interest, and estimated fair values of the
company's fixed-rate borrowings at August 31, 2007, were $594,364 and $591,668,
respectively, and at August 31, 2006 were $19,857 and $19,925, respectively.
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Corp, 2007 Annual Report

ygement’s Report on Internal Control over Financial Reporting

'he management of the company is responsible for establishing and maintaining adequate
val control over financial reporting. The company's internal control system was designed to
de reasonable assurance to the company's management and Board of Directors regarding
reparation and fair presentation of published financial statements. All internal control
ns, no matter how well designed, have inherent limitations. Therefore, even those systems
mined to be effective can provide only reasonable assurance with respect to financial
nent preparation and presentation.

'he company’s management assessed the effectiveness of the company’s internal control
financial reporting as of August 31, 2007. In making this assessment, it used the criteria set
by the Committee of Sponsoring Organizations of the Treadway Commission in Internal
ol—Integrated Framework. Based on our assessment, we believe that, as of August 31,
the company’s internal control over financial reporting is effective based on thase criteria.
he company's independent registered public accounting firm has issued the following
ation report on the company's internal control over financial reporting.

Report of Independent Registered Public Accounting Firm
on Internal Control Over Financial Reporting

The Board of Directors and Stockholders of
Sonic Corp.

We have audited Sonic Corp.'s internal control over financial reporting as of August 31, 2007,
based on criteria established in Internal Control—Integrated Framework issued by the Committee of
Sponsoring Qrganizations of the Treadway Commission (the COSO criteria). Sonic Corp.'s
management is responsible for maintaining effective internal control over financial reporting, and for
its assessment of the effectiveness of internal control over financial reporting included in the
accompanying Management’s Report on Internal Control Over Financial Reporting. Our responsibility
is to express an opinion on the effectiveness of the company's internal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internal control over financial reporting was
maintained in all material respects. Our audit included obtaining an understanding of internal
contro! over financial reporting, assessing the risk that a material weakness exists, testing and
evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that
our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2} provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are
subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

In our opinion, Sonic Corp. maintained, in all material respects, effective internal control over
financial reporting as of August 31, 2007, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheets of Sonic Corp. as of August 31, 2007
and 2006, and the related consolidated statements of income, retained earnings, and cash flows for
each of the three years in the period ended August 31, 2007 of Sonic Corp. and our report dated
October 17, 2007 expressed an ungualified opinion thereon,

St + }tw

Oklahoma City, Oklahoma
October 17, 2007

Pg. 41
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